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Throughout most of the second quarter of 1994, Peru's privatization program slowed substantially.
The only significant development took place during May, when the government received final
payment of nearly US$1.4 billion from the new owners of Peru's two telephone companies, which
were sold at the beginning of this year. At the end of June, however, the privatization process
lurched forward again with the sale of three more state firms to foreign and domestic private
investors: the cement factory Cementos Lima; the huge electric distribution company in the capital
ElectroLima; and the country's fourth-largest bank, Banco Internacional del Peru (Interbanc).
Another wave of privatizations is planned for the last five months of 1994, which will include some
of the government's biggest companies. Last year, President Alberto Fujimori's administration
announced plans to greatly accelerate the privatization of state firms around the country, with
the goal of selling off virtually all of Peru's 200 state companies by the end of Fujimori's term
in mid-1995. As a result, from October 1993 to February 1994, the government sold almost two
dozen firms, including state holdings in the mining, telecommunications, finance, and industrial
sectors. All told, since the privatization program began in 1992, the government has sold about 45
small, medium, and large firms to private investors, receiving more than US$2.6 billion from the
sales, according to the Commission to Promote Private Investment (Comision de Promocion de la
Inversion Privada, COPRI).
In addition, as part of the conditions of privatization, the government has received guarantees that
the new owners of privatized companies will invest a combined total of more than US$3 billion
over the next few years. By far the most profitable privatization to date was the February sale of
the two state telephone companies: Compania Peruana de Telefonos (CPT) and Empresa Peruana
de Telefonos (Entelperu). The government sold 35% of shares in each company to a consortium
headed by Spain's Telefonica de Espana, which includes three Peruvian firms: the beer company
Cerveceria Backus y Johnston, S.A.; Banco Wiese; and the construction firm, Grana y Montero. The
consortium won the bid by offering to pay US$2.002 billion for both firms, plus an agreement to
invest a minimum of US$1.5 billion in the development of telecommunications infrastructure in
Peru. At the time, the deal was praised as one of the most profitable privatizations in all of Latin
America, since Telefonica de Espana and its partners paid nearly four times the original base price
of US$525 million set by the government, and it was more than double the amount offered by any
other bidder in the auction.
Given the huge sum involved, business and political leaders in Peru feared that Telefonica de
Espana might renege on the deal and try to negotiate a lower price before actually taking over
the company in May. Indeed, Telefonica which controls 85% of the shares granted to the winning
consortium, with the remaining 15% distributed among the three Peruvian partners came under
heavy criticism in Spain, where the Spanish legislature held an open debate to discuss the matter.
Nevertheless, Telefonica directors insisted that, despite the exorbitant sale price, the contract would
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prove profitable. "If we had known that we could obtain the companies at a much lower price, we
would have offered much less in the auction," Telefonica president Candido Velasquez told the a
special legislative commission investigating the deal in hearings at the end of March. "But in any
case, the investment was intricately studied and planned, and we are confident it will be profitable."
On May 16, Telefonica and its partners paid the government the original amount promised, and
immediately took over CPT and Entelperu operations. In the end, the government only received US
$1.392 in direct cash payment, since the remaining US$610 million was invested in a cash expansion
operation for the CPT, which was agreed on before the CPT went on the auction block.
"With this transaction we have concluded an extraordinary commercial contract between the
Peruvian state and a foreign company within the framework of the privatization program," said
President Fujimori in a special ceremony to receive payment from Telefonica de Espana, attended
by the diplomatic community. "Given its dimension, this transaction opens up a new stage in
the economic life of the nation." Since the CPT-Entelperu sale, the privatization process has
moved much slower than originally anticipated this year. From March-May, the government only
attempted to sell one other state firm the Centromin mining complex but the auction failed in May
after the foreign companies originally interested in buying the firm all backed out at the eleventh
hour. Centromin is a huge mining conglomerate that includes seven lead, zinc, silver, and copper
mines, as well as smelting-refining installations and independent hydroelectric plants.
The government had set US$340 million as the company's base price, US$60 million of which could
be paid with foreign debt paper. In addition, the government's Special Privatization Committee
(Comite Especial de Privatizacion, CEPRI) demanded that the winning bidder invest at least US$240
million in Centromin in the first three years of operations. Apparently, most of the interested firms
which originally included 27 foreign and domestic investors believed the base price and investment
guarantees were too high, in part due to the present depressed world market for raw minerals,
which would make investment recovery very slow. In addition, Centromin is located high in the
Andean mountains at 3,800 meters above sea level, making export operations very costly. And, much
of Centromin's installations which include locomotives and 200 km. of railway lines need extensive
repairs and renovation since the company is nearly 100 years old.
Consequently, the government is reevaluating the base price and investment guarantees for
Centromin, and plans to offer the company in another auction later this year under more attractive
conditions. "We must carefully analyze the reasons for the auction's failure and then draw up new
and better alternatives before offering the firm for sale again," said Minister of Energy and Mines
Daniel Hokama. "Centromin is worth what we asked, but we must take into account that it is a firm
that has been operating for more than 90 years, and it processes minerals at an altitude of 3,800
meters in the central mountain zones." Notwithstanding the Centromin failure, in June and July
the government pushed forward again with the privatization program, selling three more firms to
domestic and foreign investors.
In late June, the government sold its 49% stake in Cementos Lima on the New York and Lima Stock
Exchanges for a total of US$103 million. About one-fifth of the government's stock or about 10%
of total shares in Cementos Lima was bought out by existing shareholders for US$21 million. The
remaining 39% of company stock sold by the government was bought by new investors for US$82
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million, at US$266 per share. Cementos Lima is Peru's largest cement firm, with capacity to produce
1.1 million metric tons of cement annually. In 1993, Peru's total cement output was 2.44 million MT,
of which Cementos Lima produced 42%. '
On July 12, the government sold ElectroLima the state power company which distributes electricity
to the Lima metropolitan area to two different consortia composed of investors from Canada, Spain,
Chile, and Peru. ElectroLima is divided into two distribution outlets that service the northern and
southern areas of the capital: Empresas de Distribucion Electrica de Lima Sur (Edelsur) and Lima
Norte (Edelnor). The government offered a 60% stake in each of the companies to interested bidders,
with another 10% to be sold to ElectroLima employees and the final 30% to remain in state hands.
The government set the total base price for both firms at US$257.14 million: US$129.42 million for
Edelsur and US$127.72 million for Edelnor. Three foreign consortia entered bids in the auction,
representing a total of seven foreign firms and four Peruvian companies.
The Canadian-led consortium Ontario/Quinta AVV composed of Ontario Hydro Inc. and Chile's
Chilquinta International won the bid for Edelsur by offering US$212.12 million for the firm, or
US$82.7 million more than the government's base price. The closest rival bid came from the
Inversiones Distrilima consortium, which offered US$161.62 million for the company. Inversiones
Distrilima in turn won the bid for Edelnor by offering US$176.49 million, or US$48.77 million more
than the government's base price, and about US$5 million more than the US$171 million rival
bid offered by Ontario-Quinta AVV. Inversiones Distrilima is led by Chilean firms Enersis and
Distribuidora Chilectra Metropolitana. The consortium includes Spain's Endesa, as well as the
Peruvian companies Cosapi, Banco de Credito del Peru, and Inversiones Centenario. All told, the
government received US$388.61 million for the two electric utilities, or US$131.47 million more than
the original base price. "The sales were highly advantageous for Peru, since the amount offered by
the winning bidders represents 50% more than the amount we requested," said Energy and Mining
Minister Hokama after the auction.
Finally, on July 20, the government sold Interbanc Peru's fourth largest financial institution to a
group of foreign investors for US$51 million, or US$6 million more than the original base price set
by CEPRI. The winning consortium includes Darby Overseas Partners, an investment firm founded
this year by the US's former treasury secretary, Nicholas F. Brady. The group also includes the
Sheatland Securities Corporation, Banco Osorno y La Union, AFP Provida, and individual investors
in Peru. According to CEPRI, the sales of Cementos Lima, ElectroLima, and Interbanc mark a new
push to accelerate the privatization program this year, since the government hopes to sell of at least
40 more state firms before the end of 1994. Indeed, a broad array of companies are scheduled to be
auctioned off from August-November, including some of Peru's largest state companies. Among
the biggest firms to be sold are the state oil enterprise Petroperu, valued at nearly US$1 billion. The
government plans to break the company into 11 separate components, each of which will be sold off
individually. In order to increase post-privatization competition, only a limited amount of crossover
will be permitted among bidders competing for Petroperu's holdings.
In August, the government will sell off most of the installations run by the state fishing company
Pescaperu. The firm runs 22 fish-meal factories and one fish-oil plant. According to Fishing Industry
Minister Jaime Sobero, since January, 32 foreign firms and investors have expressed interest in
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bidding on parts of the company. The government also plans to sell the Tintaya mining company
in August. Tintaya, the second largest state mining complex after Centromin, is located 1,300 km.
southeast of Lima, in the department of Cuzco. About 40 foreign firms have expressed interest in
bidding for the firm, according to CEPRI. Among other upcoming privatizations, in October the
government plans to sell a majority stake in Banco Continental Peru's second-largest bank to private
investors. And, in November, the government will auction off Peru's water and sewer company
SEDAPAL (Servicio de Agua Potable de Lima). Eight European firms, one Mexican consortium, and
Japan's Mitsui have already presented initial documents to pre-qualify for the SEDAPAL auction,
which will grant the winning bidder a 30-year concession to operate the water service in Lima.

-- End --
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